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Since China’s reform and opening up， economy has been in a state of rapid 
growth. The vigorous development of economy of China largely benefits from 
continuous expansion of China’s import and export trade， in which， processing 
trade accounts for a big proportion. But in recent years，  with accelerated 
appreciation of rmb and constant increase of labor force and raw material cost， 
traditional advantage of processing trade export of China begins to weaken. Coupled 
with external demand shrinkage triggered by 2008 financial crisis， all these factors 
lead to slowing down of acceleration of processing trade export， so processing trade 
export of China is confronted with severe challenge. Therefore， it has become an 
important research topic on adopting what measures to promote transformation of 
processing trade enterprise of China. Theoretical and empirical research prove that 
cheap labor force is the comparative advantage for development of processing trade 
of China. But confronted with ever rising labor force cost， China’s processing trade 
must transform. At present most scholars analyze the relation between labor force cost 
and processing trade export from the perspective of scale and structure of processing 
trade growth， few of them explain the relation from perspective of binary margin of 
processing trade growth. 
In the theoretical research， the paper gives review on literature dealing with 
binary margin and factors influencing binary margin. Secondly， it determines the 
factors influencing binary margin based on the “distorted” gravity model constructed 
by Chaney(2008)， including labor force cost， economic scale， variable trade cost， 
fixed trade cost， external impact， multilateral resistance etc. In empirical research， 
the paper uses HS6 digit micro trade data in 2002-2013 ，  and draws on 
decomposition method of Amurgo-Pacheco&Pierola (2008)， to calculate binary 
margin of processing trade export growth of 17 major trade partners of China. Firstly， 















cost，  market scale of importing and exporting country，  trade cost，  labor 
productivity， multilateral resistance， external impact etc on binary margin of 
China’s processing trade growth， calculates marginal effect， and tests the stability 
of model with PPML method. Then， subdivide binary margin according to different 
technical level， then conduct the same empirical test. Research discovers that labor 
force mainly influences intensive margin of processing trade growth of China， 
though influences extensive margin as well， the influencing degree on the latter is far 
slighter than on the former. Other influencing factors also show different influence 
mechanism on binary margin， for example， the binary margin of high- and- middle- 
tech exported product will be less influenced than that of low- and – middle – tech 
exported product. 
At last， drawing on experience of transformation of Germany and Japan and 
based on preceding research conclusion， the paper put forward specific policy 
recommendation and relevant strategy on processing trade transformation and 
upgrade of China. 
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